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, PREF'ACE

The Constitution of Kenya (CoK,20l0) bestows theNational Government with the mandate of policy
formulation. In view of this mandate, the State Departmenthas formulated this National Co_operative p;ii.y inrecognition of the changing environment in *rri"t, 

"o_operatives are regulated and supervised. The pori.firing,in focus the role_ played Uy tire county governments asenvisaged in rhe Constitution of Kenyu iCof ,ZOl0) which
recognises co-operative societies as adevorved function.
As a mass movement, the national sovernmenr rcnnr
the u nique role that co-op"r",ir" 3"J"t##,iJt r:tT,:;,':;bringing abour equitable growth and developrn"iii. tt 

"national government shall therefore activery take up itsrole of capacity building the county governments to ensureuniform growth of the movement in itre country.
The policy recognises co-operatives as private business
organizations. In order to bicome responsibre corporateentities, co-operatives_ are expected io pro_o*'good
governance practices that ensure their sustainable growthand developmenr. In this respecr, the policy ;;;p;", "new structure that promotes integration uno .nt unces self-regulation. The new structure stratifies the .o-oplrutiu.
movement by establishing a federation and rt."rgitlnirg
the.apex organization. The two revers of governrri"ri wilregister only economically viable co_operatives.
In developing this policy, the State Department for Co_operatives held consultations with stakeholders tating rnto
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account the diversity of their perspectives and activities' It

is the view of the national government that the

imple.rr".,tation of the policy will require co-operation

from stakeholders

Ali Noor Ismail, CBS

Principal SecretarY,

operatives

State DePartment for Co'
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The Government of Kenya recognizes the co-operative
movement as a critical player in pursuit of social and
economic development. The policy is anchored on the
theme, "Promoting Co-operatives for Socio_Economic
Transformation" .

The policy identifies contemporary challenges which
inhibit the growth of co-operatives and pr"serts a
paradigm shift intended to establish a -o." proactive
engagement between the national and county
governments, the co-operative movement and other
stakeholders. It also seeks to rationalize the role of
national and county governments in co-operative
development in line with the CoK, 2010 and national
development goals set out in Kenya Vision 2030. The
government affirms its commitment to uphold the sanctity
of the co-operative values and principles as a way of
enabling the growth of co-operative enterprises while
ensuring that the interests of the general memberbhip are
safeguarded.

The CoK, 2Ol0 devolved co-operative function to the
counties. Upon promulgation of the constitution,
challenges have emerged in the management and
supervision of co-operatives. The formulation of this
policy is thus the first step towards establishing an
appropriate and supportive legal and institutional
framework to support the growth and development of co-
operatives in the country. In adopting this policy, the



growth of the co-operative movement in the country will

be based on uniform standards in the exploitation of the

diff-erent economic opportunities available for co-

operatives.

The policy provides interventions for co-operatives to be

at the forefront in mobilizing savings, enhancing

agricultural productivity and value addition. It also

supports co-operative in participation of the provision of

A"clnt and affordable housing, fighting poverty and

promoting inclusivity in wealth creation and

..po*"r*ent. It provides a framework for mobilizing

financial and technical assistance for co-operative

development, encouraging Public Private Partnerships

(PPPsf in value-addition, market linkages; and the

promotion of co-operative education, training and

research.

The policy recognizes co-operatives as

realization of Kenya Vision 2030' It
for
co-

operatives as private organizations that provide public

gbod. This places enormous responsibility on the

leadership of the movement to embrace good governance

practices that reflect the expectations of not only the

national and county governments but also those of their

members. The two levels of government shall work

closely with the Co-operative Alliance of Kenya (CAK)

u*org other stakeholders to promote self-regulation. In

conclusion, it is expected that this policy will provide

vehicles
identifies
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direction on the way the co-operative sector is governed in
order to achieve socio-economic development.

Hon. Peter Munya, MGH
Cabinet Secretary
Ministry of Agriculture, Livestock, Fisheries and Co-
operatives
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The development of this policy was a consultative process

where stakeholders were involved in all stages with

guidance of the State Department for co-operatives. we

acknowledge and thank all persons and organizations that

participateA i, tt" preparation of this policy. In particular,

we appreciate contributions from ministries, departments

and agencies, the Council of Governors, Inter-

Governmental Relations Technical committee, office of
the Attorney General and Department of Justice, and

Kenya Law Reform Commission-

we also acknowledge the contributions of co-operative

Alliance of Kenya, Kenya Institute of Public Policy

Research and Analysis, National co-operative Housing

Union, Kenya Rural and Savings and credit co-operatives

Societies Union, Kenya union of savings and credit co-

operatives, Green Growth Africa and the International Co-

operative Alliance-Africa.

we wish to register our gratitude to the National co-

operative Business Association - co-operative l.eague of
tli" United States of America (NCBA- CLUSA) and

usAID/ AHADI for their unreserved commitment in

facilitating and supporting the policy development

process. iastly we acknowledge the staff from the State

b"purt-"nt for Co-operatives and counties who worked

tirelessly to ensure completion of this policy'
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EXECIJ'IIVE STJMMARY
The policy provides a framework for accelerating thegrowth.of Kenya,s, co_operative sector in a AynamiE anOcompetitive globar environment. It replaces i"r.ionurPaper No. 6 of 1997 on.,,Co_operatives in q LiberalizedEconomic Environment, . It t igt tigt t, the historicalbackground of the co-operatiu."...to. in Kenya andglobally. The objective of this fohcy is a- p-_or"competitive and sustainable co-operatives for socio-economic development. Challenges facing tte co_operative movement have been ideniified.

By the end of 2017, there were 22,344 rcgistered co_operatives with an estimated membership of"la mittion.These co-operatives are active in financiai intermediation,
agricultural produce marketing and processing as weil asprovision of decent and affordabre sherter. 

"I-op*iu",are.envisaged to promote green investments especially insuch sectors as transport, housing, wholesale and retailtrade. The policy. iurther urut!.", the co_operative
movement status and flags out its achievements.
Cognisant of the devolved system of governance, thepolicy lays ground for the review of the legal andregulatory framework to facilitate the growth anddevelopment of co-operatives. It is acknowled"ged it u, .o-
,oj:111i"".r i private organisations which ptay antmportant role in pubric mobilisation to ,'tr#urut"economic growth. Therefore, the role of the national andcounty governments remains facilitative in nature.

I
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Co-operative values and principles that include honesty'

openness, democratic control' autonomy' concern for

community are 
"ppt""i""d' 

While retaining the four-tier

system to support it " 
g'*ttt of the movement' the policy

replaces the tier previo-usly known as national co-operative

organisations NACOtj *ittt the- federation as a way of

enhancing ,".,ot 
- 

specific self-regulation within the

movement. The new structure empowers the apex body'

CAK, to PlaY its role of advocacY'

Proposals on measures that will enhance effectiveness of

co-operative operations with a clear separation of the roles

of management and boards are considered' This

intervention also recognizes the importance of delegates

vis-a-vis the rights oiil"ai'iaual members and responds to

the need to stratify the co-operatrve societies to-1':1t" ot

,"guiurio" and supervision' -.purther 
interventions to

strengthen regulation and dispute resolution in co-

operatives are ProPosed'

The co-operative movement has mobilised over 48Vo of

national .uring,i' in addition' World Bank estimates that

co-operatives financedgOVo of housing stock in Kenya in

20162.On this basis, the policy proposes to-strengthen co-

operatives in ;;v-in!t 
^mobitisation and housing' It

addresses the generallredit management in producer co-

operatives emphasizing on borrowers' education to reduce

delinquency. p-potuit are. fs1 pt"i1:1-^11.:t"* of

emerging nnun"ii opportunities for co-operatives' which

I IMF, World Bank Economic Outlook 2014

2 World Bank,20l7
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;X*r; :x[' ;::3 n,,#tionar 
Pavment S vsrem, asency

The rore of co-operatives in agricurturar varue chainscannot be over emphasised. Co_operatiu.r- ,upportchannellin* r"y"]1rdil. ;;prove producrion, providemarket Iinkases for agricurturat produce, rr.,iili" post-

iffi:ff H;""ffi i;m',:;'lJ; *"0':; o#;,i di n g
poricy rurther, rays il-il;"Tffi :Tli:i:fr;, Illoperatives to adopt varue uiairi* to their raw produce.
Education and training are essentiar factors in the growthand devetopm.,::,."f:n:- .ffi.utiu. movemenr. Co_operative University of Kenyaiu, b."n identified as acentre of excellence in .*oo"rutir. education andtraining. In ad.dition, it. " JIrr., recognises other
1.,:#::f '",0"1..11,*!i'^l=:'#,grrering-.'o--l-p..utiu.
operarive.o,.,?,'lilTlf#:,ri,lo*..T$ j:il":f.,",1;;
ff ':ff , l"# :H:: 

,;#f -t' * t #t', tu, a ard i s e d 
-trai 

ni n g

Majority of co-operatives in Kenya are still using manualpaper-based systems, th...fo.. iir.them ro urro,,u,.,.thei*y;;;'-iT,:J;:.,J" 
;:iJ."r:efficiencv' The ooricy prou"i;;;;irecdon for rhe nationaland county gouor-ents to work closely with the co_operative movement to promote adoption of Informationand Communications recrrnffi itO in co_operatives.
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It is acknowledged that the yollh' women and persons

with disabitity ani oii"t t"tglnalised groups are not ful1y

integrated in to-opl*iiut ;11ys' This mav be due to

attitude,lack of inierest or existing ownership structures' It

is proposed th;;'-;;;"'"1 ':l',lfl 
g'o"p' will be

-"iiti*"med in co-operative activttres'

Chapter three provides interventions for all the thematic

areas covered in't'" J'oational analysis' Key among these

is the complete t!'i"* of the to""nt laws to reflect the

devolved ,rt"*"oi go'""*unce'"It also lays ground for

total review "f' ;;;;;;; 
enforcement structures bv

rlri"*ing the role of regulatory organs'

Chapter four sets out implementation roles of various

institution'' ft'i'" inJfi'i"t U*tt.spte and non-state actors'

Finally, the policy makes pto'i'ion 1t-:',T::itoring 
and

evaluation framework as well as policy revlew'

i
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1.1 Background

RODUCTION

Co-operatives have played a significant role in socio-
economic development of nations for centuries and are a
reminder to the international community that it is possible
to pursue both economic viability and social
responsibility. It is against this background that the United
Nations (UN) declared the year 2012 the International
Year of Co-operatives.

The International Co-operative Alliance (ICA) Blue print
(The 2020 Vision) anticipates co-operatives as a business
model that will provide economic, social and
environmental sustainability and be the fastest growing
form of enterprise. Its five (5) pillars of participation,
sustainability, identity, capital and legal framework drive
this. The ICA Africa Co-operative Development Strategy
2017-2020 recognizes co-operatives as a critical vehicle
towards poverty alleviation and development in Africa. As
co-operatives in Africa strive to support human
development, they face various challenges such as low
human resource capacity, weak economic base, extensive
financial dependency from external sources, lack of
internal capacity and poor governance. The strategy
recognizes the sector as having high potential for
facilitating financial growth and can therefore be
transformed to lead social and economic development in
Africa. Co-operatives have the potential in facilitating
green investments to support economic growth.

1

I
I



L.2 Co-operatives in Post'Independence Kenya

The objectives that guide Kenya's development agenda

were first established in the Sessional Paper No' l0 of
1965 on "African Socialism and its Application to

Planning in Kenya." This paper promoted "Africanisation"
in all spheres of the economy through political equality,
social justice, human dignity including freedom of
conscience, freedom from want, diseases and exploitation,
equal opportunities; and high and growing per capita

incomes, equitably distributed.

One of the outcomes of the Sessional No. 10 of 1965 was

the enactment of the Co-operative Societies Act No. 39 of
1966. This accelerated the formation of co-operatives that

facilitated the transfer of land to indigenous s, marketing

of agricultural produce, and formation of financial
institutions to support the co-operative movement.

Session Paper No. 1 of 1970 was the first co-operative

development policy, in which government sought to
consolidate the gains made in the co-operative movement.

The policy was reviewed in 1975 when the government

specifically recognised the importance of co-operatives as

vital organs for mobilizing material, human, and financial
resources for national development. It reiterated the

government's commitment to expanding co-operative

activities in all spheres of social and economic

development. A key milestone at this stage was the

establishment of the Ministry of Co-operative

Development.

2
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The second co-operative policy was Sessional Paper No' 4

of 1987, whose theme was "Renewed Growth through the

Co-operative Movement" ' This policy reiterated the

.o-*it-"nt of the government in enhancing

participation of s in the economy through co-operattves'

The government recognized the private nature of co-

op".uiir., and adopted an advisory role'

Sessional Paper No. 6 of 1997 oi "Co-operatives in a

Liberalised Economic Environment" was the third co-

operative policy' In this policy, the Government reviewed

its involvement in the management of co-operatives and

plrio"A a legislative framework under which co-

iplrutir", .ould operate in a competitive economic

environment. This led to the enactment of the Co-

ofe.atire Societies Act No' 12 of 1997 that gave greater

po*"., to the members of the co-operative movement' The

ict was however amended in 2004' to restore some

powers to the government to intervene in the management

of co-operatives when necessary' In addition' the rapid

growth of financial co-operatives offering front office

servicesnecessitatedtheenactmentoftheSaccoSocieties
Act of 2008 to regulate savings and credit co-operatives'

13 Co-operatiYes in the Devolved System of

Governance

CoK, 2010 brought about fundamental changes in the

management of piUfi" affairs' The CoK 2010 established

two levels of gor".nment namelY' the national arrd the 47

county governments. The functions assigned to the county

governmentsunderFourthScheduleincludedco-operative
aJ

I il
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development and regulation that was unbundled by the
Transition Authority through Legal Notice No. 137 of 9thAugust 2013. One of the objects of devolution is topromote social and economic development and provisionof easily accessible services throughout t<eny'a (CoK,
2010 Article 174).In doing so all actors will be guided bythe principles and as espoused in Article 1"0 of the
Constitution.

1.4 Co-operative Identity
The ICA defines a co-operative as "an autonomous
association of persons united voruntarily to meet theircommon economic, social, and cultural needs and
aspirations through a jointly owned and democratically-
controlled enterprise,,.

co-operative identity incrudes the co-operative principles
and values. co-operative policy and regal framework areguided by these values and principlel, incluOing^ most
significantly, protecting and fostering the autonomy"of co-
operatives. As part of the international co_oierative
movement, all co_operatives in Kenya conduct their
business in accordance with internationaily shared co-
operative values and principles.

1.5 Co-operative principles

The principles are guidelines through which co-operatives
regulations and practices are anchoied. They ur., op", urdvoluntary membership, democratic membe, .ort.ol,
economic participation, and autonomous and independent.The other principles are education, trainiig and

4
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information, co-operation amongst co-operatives, and
concern for the community.

1.6 Co-operative Values and Ethical Beliefs
The co-operative principles are based on the following co-
operative values: self-help, self-responsibility, democracy,
equality, equity and solidarity. Co-operative members also
believe in the ethical values of honesty, openness, social
responsibility and caring for others. Alt co-operatives
operate within these principles and values and will be
required to include a statement of conformity with the
principles in their annual audited financial statements.

1.7 Justifrcation for Policy Review

This policy has been necessitated by the change in the
governance structure in the country as well socio_
economic environment. The CoK, 2010 established two
levels of governance: national and county governments.
The Fourth Schedule of the CoK, ZOl0 assigns the
management of co-operative societies to the county
governments and capacity building and formulation of
policies and standards to the national government. The
policy development will need to be aligned to the national
development priorities among them, the Kenya Vision
2030 blueprint.

The other important development strategies guiding the
development of co-operative movement are sustainable
Development Goals (SDGs), Africa Union Agenda 2063,
ICA Blueprint 'Vision 2O2O', International Co-operative
Alliance (ICA), Africa Co-operative Development

5



Strategy 2Ol1-2020, and World council of credit unions
(WOCCU) prudential guidelines and strategies'

The policy will provide a framework for favouring

environment for realizing improved efficiency and

profitability of co-operatives.

1.8 Objectives

The main objective of this policy is to provide a

framework that promotes sustainable and competitive co-

operative movement for socio-economic development in a

divolved system of governance. The specific objectives of
the policy are to:

a) Accelerate the growth and development of the co-

operative sector through legal and institutional

reforms;

b) Promote co-operative production, access to shared

resources, value addition and marketing;

c) Enhance financial deepening and investments

through co-oPeratives ;

d) Establish an institutional framework for

enhancement of co-operation, consultation and co-

ordination of co-operatives management;

e) Promote governance in co-operatives;

0 Develop the capacity of co-operatives through

training, education and research;

g) Promote adoption of ICT in co-operatives; and

6



h) Mainstream issues related to climate change,
special interest groups and human rights in co-
operatives.

1.9 Theme of the Policy

The theme of the policy is,"Promoting Co-operatives for
Socio-Economic Transformation". This presents an
opportunity for co-operatives to contribute towards the
attainment of the objectives of Kenya Vision 2030. The
creation of this theme is informed by the realisation that
co-operatives have contributed to the social and economic
development of the country.

7
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CHAPTER,TWO: SIT.LJA-TION ANAI,YSIS

2.1 Introduction
This chapter discusses the current co-operative landscape

and identifies the gaps that the policy intends to address.

The analysis addresses the general perspective, policy,
legal and regulatory framework and sectoral performance

in the co-operative sector. Other areas analysed in this
chapter include co-operative movement structure, co-

operative governance, co-operative education, training and

research,ICT and cross cutting issues.

22 General Perspective

Co-operatives participate in all spheres of socio-economic

development. The ICA World Co-operative Monitor
(2018) reported that out of the top 300 co-operatives and

mutual, 35 Vo were in agriculture,32Vo were operating in
insurance, lg%o in wholesale and retail, 87o in banking and

finance, 27o in industry and utility,2To in health, education
and social care and other sectors 27o. The same report

indicates that these societies had collective revenues of
over USD 2 trillion.

Kenya ranks number seven in the world and number one

in Africa in terms of co-operative development.3 By the

year 2017, there were 2234y'4 registered co-operative

societies cutting across almost all sectors of the economy,
both formal and informal. These co-operatives had

3 ICA Report 2015
a National Co-operative Register 2017

8



mobilized savings to the tune of Ksh. 730 billion advanced
over Ksh. 700 billion to their members as loans and
advances and controlled assets worth approximately Ksh.
I trillions It is estimated that 637o of Kenya's population
participates directly or indirectly in co-operatives activities
contributing about 3l7o of the total Gross Domestic
Product (GDP). The benefits that have accrued to s

through co-operative societies include employment and
wealth creation. Other than being engaged in the
traditional areas of agricultural production, processing and
marketing, the strength of co-operatives can now be felt in
finance, real estate, manufacturing and mining sectors.

The role of co-operatives in socio-economic development
has been through financing of education, agriculture,
housing, transport, health and commercial activities. In
addition, co-operatives are critical in development of rural
economies where smallholder agriculture is the mainstay
of communities. Cash crop farming especially coffee,
sisal, sugarcane, rice, macadamia, cashew nuts, cotton, and
pyrethrum are largely carried out by smallholder farmers.

2.3 Policy, Legal and Regulatory Framework

The current legal and regulatory framervork for the co-
operative movement in Kenya is anchored on the
following legislation. policy, rules and regulations: Co-
operatives Societies Act Cap 490; The Co-operatives
Societies Rules 2005; Sacco Societies Act 2008, Cap 490

s Audited financial statements for all co-operatives, 2017

9
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B; Sacco Societies Regulations 2010; and Sessional Paper
No. 6 of 1997.

The Co-operative Societies Act provides for the

registration, incorporation, governance and supervision of
all co-operative societies. The Act provides for three-tier
structure being the primary co-operatives, secondary and

apex. The Sacco Societies Act, 2008 was enacted to deal
with licensing, supervision and regulation of Savings and

Credit Cooperative Societies (SACCOs) with unique
business model of financial mediation through deposit
mobilization and advancement of credit to their members.
The Co-operatives Societies Rules 2008 and the SACCO
Societies Regulations 2010 operationalize the above laws.

These legislations need to conform to the devolved system
of governance as envisaged in the CoK, 2010. The CoK,
2010 establishes a devolved structure of government
consisting of the national and county governments, which
are distinct but inter-dependent conducting their mutual
relations on the basis of co-operation and consultations.
The Constitution further enshrines devolution of por,ver as

one of the national values and principles of governance.

2.4 Co-operative Institutional Framework

Co-operatives in Kenya are regulated by the State

department for Co-operatives. This function is performed
by the office of the Commissioner for Co-operative
Development and the SACCO Societies Regulatory
Authority (SASRA). Notwithstanding the provisions of
the CoK, 2010, the current situation is that the

l0
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Commissioner is both the regulator and promoter of co-
operatives. On the other hand, SASRA was responsible for
regulating only deposit-taking SACCOs leaving other
SACCOs exposed.

On the functions of each level of government, the Fourth
Schedule thereto assigns specific functions to each level of
government. In particular, the national government is
assigned with policy formulation, capacity building, norms
and standards development and technical assistance, while
county governments implement. There is need to align co-
operatives function to CoK,2010.

2.5 Sectoral Co-operative Performance Review

2.5.1 Agricultural based Co-operatives

As at the end of 2017 there were 5055 agro-based
marketing co-operatives in Kenya6. These co-operatives
were mainly involved in coffee, dairy, pyrethrum,
livestock, cereals and cotton production and marketing.
They had a combined turnover of Ksh.14 billion and an
asset base of Ksh.48lbillion in20ll.
There have been a number of challenges in the
performance of agro-based co-operatives in the country.
Some of these challenges include delayed payment to
farmers, poor marketing channels for agricultural produce
and low level of value addition. The others are poor farm
input supply systems, lack of credit facilities and general

6 Audited Financial Statements for Agricultural Co-operatives, 2017

11

u

ll



lack of managerial capacity. This has led to stagnation ln

the growth and development of these co-operatives.

In addition. co-operative unions meant to support primary
co-operatives have a registered dismal performance rvith
some rernaining clormant.

2.5.2 Financial and Investment Co'operatives

a) Savings and Credit Co-operatives

The primary objective of Savings and Credit Co-
operatives (SACCOs) is to create a pool of funds from
which members can obtain credit facilities on stlfier terms

than is otherrvise available in the open market. By 2011 ,

there rvere 13.200? SACCOs in the country out of r,vhich

176 rvere offering front office services. Collectively they

had accumulated savings and deposits of over Ksh. 430

billion. Ksh. 441 billion in loans and Ksh. 60lbillion in

assets ancl had a membership of about 5 million persons*.

Despite this notable success, SACCOs are unable to
accumulate savings and deposits fast enough in clrder to
satisfy their rnembers' neecl for credit. This gap is met by
commercial banks and the err-rerging e-plattbrms. Co-
operatives are thus moving away fionr developing a

savings to a borrorving culture.

ln order to pay high interest rates to their members. many

SACCOs htrve resorted to introducing financial products
that they are not adequately equipped to manage.

- National Co-operative register, 20 I 7

" Audited lrinancial Statements for SACCOs, 2017
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Furtherrnore, solne SACCOs are burdening their members
by charging interest on loans that are unsustainable. Co-
operatives are associations of persons established rvith
the purpose of providing services as opposed tcl high
returns capital.

b) Diaspora Co-operatives

The Diaspora Policy launched in 2014 recognizes the need
to mainstream the Diaspora into our national development
process. The State Department firr Co-operatives
registered the first Diaspora based SACCO in 2012 Ibr s

based in the United States of America. In support of this
policy horvever, the State Department fbr Co-operatives in
collaboration and with the support of the Ministry of
Foreign Affairs promoted and registered seventeen
SACCOs as at the end of 2017 with rhe aim of rnobilizing
savings.

While the initial lnove was to mclbilize the Diaspora to
form SACCOs. it is emerging that the Diaspora needs are
more than what can be facilitated by SACCos. The
government lvill review this position 'uvith ar vierv of
coming up with an appropriate frermework to facilitate the
Diaspora in consumption of development programmes by
the Diaspora not limited to savings as is the current
scenario.

c) Sharia Compliant Co-operatives

The government recognizes flnancial inclusion as an
important pillar of social economic development in the
country. In line with this. the State Department fitr Co-
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operatives has been promoting Sharia compliant co-

operatives as a means of increasing and promoting
financial inclusion in Muslim communities. This program

will be expanded to cover all regions of the country while
encouraging conventional co-operatives to offer Sharia

compliant products and services.

d) Investment Co-operatives

The government plans to increase investments in housing,
healthcare, clean and renewable energy, infrastructure and

manufacturing. The impact of such investments will be

greatly multiplied if a greater number of s were mobilised
to participate. The demand for such investments has seen s

mobilised through unregulated pyramid schemes leading

to huge losses on investments.

To address these challenges, the government shall promote

co-operatives that will be engaged in mobilising savings

for investments. These co-operatives will be referred to as

savings and investment co-operatives (SICOs).

e) Co-operative Financing

The Fin Access Household Survey Report 2016 indicates
that loans generated by co-operatives contributed 45.9Vo of
all loans from financial institutions directed to land and

housing. Co-operatives also contributed 367o of all loans

directed towards education, 2l.5Vo to agricultural activities
and 17.17o towards business ventures. By the end of 2011,
co-operatives had over Kshs. 700 billion as outstanding
loans and advances extended to members. These loans are
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mainly financed through share contributions, internal
reserves and deposits raised from co-operative members.

While some co-operatives have used this model to great
prosperity, others who are unable to internally raise
adequate savings have not registered meaningful growth.
To this end some co-operatives are laden with loans that
they are unable to service. On the other hand, the funding
from the government and donor community is increasingly
becoming less as competing priorities emerge.

Even as financial institutions seek for collateral to secure
loans borrowed by co-operative societies, the common
practice has been for the same financial institutions to
guarantee regular payment by way of hypothecation of the
members produce for marketing co-operatives and the
deduction schedule for SACCOs. This practice has
resulted in distributing the burden of debt repayment to all
members of the society irrespective of whether they are
beneficiaries of the loan or not.

The Co-operative Bank of Kenya has been the dominant
financial institution in the co-operative sector. With
liberalization however, other financial institutions have
moved into the sector to offer competition. SACCOs also
have recorded growth and are also a substantial segment of
the financial sector.

f) Co-operative Investments

Whenever members invest in co-operative societies they
expect returns and appreciation of their investment. Co-
operative societies' assets are acquired through direct
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member contribution, borrowed funds or from
accumulated reserves. Once acquired, such assets, which
are clomiciled in the society general account, are usually
considered society investments and fail to recognise

individual effort of the members. Quite often it overlooks
the fact that loans acquired to finance these assets are

offset through members' produce. It is therefore very

common to see the share capital of a member in a coffee
society being reflected as Ksh.20 in value when for over
30 years the same farmers' proceeds were used to acquire

factories and other assets for the society.

This practice has not only tended to kill industry among

the members in promoting society investments but it also

goes against the co-operative value of equity among

members. It has therefore discouraged members from
investing in their co-operative societies since there appears

to be no capital appreciation for their investments that
would diff'erentiate an old member from a new member.

This scenario has created disharmony in many societies
where new members use society assets acquired by the old
members without any form of compensation to the old
members. Therefore, there is need to establish a platform
that can be used to determine the market price of co-

operative societies shares.

g) Housing Co-operatives

The right to housing is acknowledged in many

international instruments and in Article 43 of the CoK,
2010. Kenya had a housing backlog of two million units as

at end of 2016. The annual housing demand is 300,000
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units in rural areas and 214.000 units in urban areasq. Co-
operatives play a critical role in the provision of affordable
shelter and bridging the gap in housing finance market.
The co-operative movement is expected to deliver 25o/c of
the annual housing demand in the country.

There were 1.980 housing/investment co-operatives by the

end of 2017 with an asset base of approximately
Ksh.3lbillionr0

There are many factors that constrain access to affordable
and decent housing. These factors include limited access

to long term funding such as mortgages, lor.v household

disposable income, poor saving culture by majority of s.

and limited infrastructure development for ner,v housing
schemes.

2.5.3 Transport Co-operatives

Public service transport is primarily a private sector driven
industry. It is an attractive avenue for small-scale
investors looking for quick returns. However, it has faced

operational challenges which required to be addressed. To
streamline the operations of the sector, the government
directed that operators would either be limited companies

or co-operatives. For ease of management and operation,
many small operators chose the co-operative model as

opposed to the company model and registered SACCOs
The registration of these SACCO societies in the transport
sector have not adequately achieved the required purpose

9lKenya Housing Policy
t0 Audited financial statements for housing co-operatives, 2017
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of self-regulation. Therefore, there is need to transform
them into effective transport co-operatives.

2.5.4 Consumer Co-operatives

Consumers' co-operatives are organized to facilitate
acquisition of consumer goods and services on favourable
terms to members. They undertake the production and
processing of consumer goods, wholesaling and retailing
of goods and services mainly for their members. Kenya
had 192 registered consumer co-operatives by the end of
2011 , majority of which are dormant. For example, Kenya
Farmers Association which has since become dormant was
most successful consumer co-operative in the country.
Past efforts by co-operatives to run consumer retail shops
have failed due to weak governance.

2.5.5 Industrial Co-operatives

Industrial co-operatives are manufacturing businesses
olvned and managed by people who work in it. These co-
operatives are mainly focused on small and large-scale
industries, cottages and .jua kali artisans.

With large number of youth graduating from vocational
and technical training institutions, there have never been
adequate functional industrial co-operatives to support
them in their start up activities. In addition, the existing
industrial co-operatives have stagnated due to inactive
membership. lack of promotion and capital inadequacy.
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co-operative organizations that are key to the growth of
the movement.

To facilitate growth within the movement, sector specific
co-operatives shall be promoted at national level. They
will be known as federations, thus differentiating them
from unions at county level. The federations once
established shall offer services to their affiliates in matters
of advocacy, market research and promotion, and promote
sector specific standards and regulations. These will
include:

a) Ensuring that all affiliates societies keep proper
records and books of accounts;

b) Provide a platform for the advancement of ICT and
innovations for its affiliates;

c) Provide education and training to affiliated
societies;

d) Establish and enforce a code of ethics for
affi liate s/sub s i di arie s ;

e) Affiliate with other local, regional and international
bodies for the benefit of its affiliates;

0 Develop and enforce such standards that shall be
necessary for the advancement of the affiliates; and

g) Engage in any other business to promote the
interests of its affiliates as long as the business is
not in competition with the affiliates.
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The Co-operative Alliance of Kenya (CAK) shall remain

the apex organrzatton. Membership to the apex body shall

be restricted to the co-operative federations. However

secondary co-operatives that are not sector specific and

cannot therefore affiliate to any federation, shall affiliate
directly to CAK. The apex may admit any organization or
society as an associate member without voting rights for
the purposes of promoting the interest of co-operative

movement in the country. The role of CAK will include:

a) Advocacy, spokesperson of the movement, and

promotion of the movement's interests;

b) Promotion of co-operation, collaboration and

linkages among co-operatives and stakeholders

through networks at local, regional and

international levels;

c) Promotion of the development of the co-operative

movement and advise the government at national

and county levels on co-operative matters;

d) Custodian and champion of the co-operative
principles and values, and promotion of self-

regulation within the movement; and

e) Affiliation with regional and international co-

operative organizations for the benefit of the

movement.

It is worthwhile to emphasise that co-operatives are

private organrzattons, jointly owned and democratically

controlled enterprises. Therefore, the structure of the
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themselves as co-operatives. For instance, non-co-
operative credit institutions refer to themselves as

SACCOs. Even though the current legislation forbids
usage of the term "Co-operative" and "SACCO" by non-

co-operative institutions, there is need to provide stiffer
penalties for those who use the two terms illegally.

2.8 Co-operative Governance and Compliance

2.8.1 Co-operative Governance

Governance is the system of rules, practices and processes

by which an organization is directed and controlled. It
essentially involves balancing the interests of stakeholders
such as members, board, management, customers,

suppliers, financiers, government and the community.
Since governance also provides the framework for
attaining co-operative objectives, it encompasses

practically every sphere of management, from action plans

and internal controls to performance measurement and

corporate disclosure.

Through various legal interventions the government has

promoted good corporate governance practices in the co-
operative movement. However, incidences of weak

governance are still experienced in some co-operative
organizations, which have led to misapplication and

mismanagement of resources, and cases of collapse of co-
operatives. The weak governance is characterised by

ineffective leadership, micro-management of the societies
by the boards, unethical business practices, and inadequate

application of good financial management and lack of
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effective member participation. Current efforts to address
the weak governance in co-operative movement include
the establishment of Ethics Commission for Co-operative
Societies (ECCOS) and the Co-operative Tribunal.

ECCOS was established as an un-incorporated body in the
State Department for Co-operatives through the Public
Officers Ethics Act of 2003. Its mandate is to ensure
governance structures that support enforcement are put in
place. The Commission as currently constituted has not
effectively discharged its mandate.

The Co-operative Tribunal was established to settle co-
operative disputes under the Co-operative Societies Act.
Following promulgation of the CoK, 2010, the Tribunal
was transferred to the Judiciary. However, the operations
of the Tribunal continue to be a circuit court with limited
capacity. This position has hampered administration of
justice to co-operative movement.

2.8.2 C o-operative Compliance

a) Non-Remittances

Non-remittance of co-operative members' deductions by
employers and marketing agencies has been a major
problem. The effect of non-remittance of deductions to the
SACCOs is that members default and are not able to
access credit facilities as per the objectives of the society.
Further, the savings of the affected co-operative societies
is reduced and the societies fail to mobilize further
resources among members on account of the disincentive.
The Commissioner is mandated under Section 35 of the
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Through co-operatives, women are able to respond to both
practical and strategic needs as they are provided with
opportunities to access common production resources

(such as credit. land, marketing facilities, infrastructure,
tools, and technology), which increase their income. By
forming themselves into co-operatives, women can also

benefit from economies of scale and improve their access

to open market.

iii. Climate change

Co-operatives under the principle of concern for the

community should be in the forefront in mitigating climate
change. However, cases have been noted, where many co-

operatives are polluters to the environment especially
agricultural co-operatives. Co-operatives are expected to
play a leading role in protection of environment and

adoption of green technologies.

iv. HMAIDS

The HIV/AIDS pandemic classified as a national disaster

has far reaching potential to impact on the business of co-

operatives. It is therefore imperative to proactively carry
out continuous HIV/AIDS advocacy and awareness.
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CHAPTER THREE: POLICY INTERVENTIONS

3.1 Introduction

This chapter provide policy interventions to address
challenges affecting the growth and development of the
co-operatives. The implementation of interventions
prescribed will be undertaken by both levels of
government in accordance with Article 186 and the Fourth
Schedule of CoK, 20l0.The specific functions have been
assigned to each level of government through the
Transition Authority Legal Notice No. 137 of 2013.

3.2 Review of the Legal and Regulatory
Framework

Policy Objective: To accelerate the grow and development
of co-operative sector through legal and institutional
reforms

Interventions:

a) Review the Co-operative Societies Act and Sacco
Societies Act, to include the following areas:

(i) Re-align the legal and regulatory
framework to the CoK, 2010

(ii) Restructure the office of the commissioner
for co-operative development and related
offices in regulating the movement and
enforcement of the law;

(iii) Develop a regulatory framework for non-
financial co-operative societies;
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3.4 Co-operative Finance and Investment

Policy objective: To enhance financial deepening and
investments through co-operatives

Interventions:

a) Develop mechanisms for co-operative enterprises to
participate in government securities;

b) Develop strategies to promote the growth of
financial co-operatives ;

c) Develop mechanisms to integrate financial co-
operatives in the provision of Islamic financial
products;

d) Establish the Co-operative Development Fund to
provide affordable funding and facilitate, research
and innovations in co-operatives. The fund to be
financed through contributions from co-operatives.
The government may provide initial seed capital;

e) Provide incentives for housing co-operatives to
participate in provision of decent and affordable
houses;

0 Promote the growth of financial co-operatives by
channelling through them special purpose funds;
and

g) Promote new ventures, partnerships and financing
opportunities in the co-operative sector in line with
the co-operative principles

39
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3.5 Co-operative Movement Structure

Policy objective: To establish an institutional framework
for enhancement of co-operation, consultation and co-
ordination of co-operative management

Interventions:

a) Implement a new co-operative structLrre that
cclnstitutes primary, secondary, federations and the

apex to enhance co-operation, consultation and co-
clrdination of co-operative activities;

b) Restructure CAK to respond to the needs of the
new structure:

c) Promote co-operative federations in all value
chains:

d) Promote consumer, workers and industrial co-
operatives;

e) Restructure and promote transport co-operatives;
and

0 Promote and develop guidelines and procedures to
be followed in the formation and operations of
worker's co-operatives, consumer co-operatives,
diaspora co-operatives. and Savings & Investments
Co-operatives (S ICOs).

3.6 Co-operatiye Governance and Enforcement

Policy objective: To promote governance in co-
operatives
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Interventions:

a) Strengthen regulatory institutions to effectively
promote and enforce ethics and governance in co-
operative organisations ;

b) Reform in conjunction with the Judiciary the Co-
operative Tribunal to enhance access and timely
dispensation of justice to co-operators;

c) Develop strategies to promote professionalism in
co-operatives; and

d) Establish alternative dispute resolution mechanisms
in co-operatives.

3.7 Co-operative Education, Training and
Research

Policy objective: To develop the capacity of co-operatives
through training, education and research

Interventions:

a) Promote co-operative research in all co-operative
institutions, colleges and universities;

b) Establish linkages with all institutions of higher
learning offering co-operative training ;

c) Promote the development of a uniform co-operative
curriculum for use in learning institutions in
collaboration with Kenya Institute of Curriculum
Development;
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d) Enhance collaboration between county
governments and the national government for
capacity building in the co-operative sector;

e) Anchor co-operative learning centres within
existing county learning institutions;

0 Integrate the co-operatives data and statistics into
the national data through the Kenya National
Bureau of Statistics;

g) Facilitate establishment of National Co-operative
Information and Research Centre; and

h) The national government to develop mechanism to
fund research and development in the sectorr2

3.8 Information Communication Technology in Co-
operatives

Policy objective: To promote adoption of ICT in co-

operatives

Interventions:

a) Facilitate the development of shared e-co-op
platform to enhance service delivery to co-

operative movement;

b) Support and develop capacity of co-operatives to
embrace modern technology and ICT;

c) Develop strategies to promote investment in ICT;
and

12 To be financed through annual budgetary allocations
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ATtpt'ndi.r ll: Nutiottctl Crroperutiv,e Polit't' ltnplementcttirtn pl6s7 ttntl Butlgrf

POLICY
OBJECTIVE

POLICY
TARGET STRATEGIES INDICATORS ACTORS TIME FRAME

in years

COST
KSHS.

(Million)

I ", 3

l.To
accelerate the
growth and
development
of co-
operative

sector through
legal and
institutional
reforms.

Review
Co-
operative
legislation
S

Comprehensive
review of the
CSA in line
with the
provisions of
the constitution

New Co-
operative
Societies Act
enacted

SDC/KLRC
I CoGl
IGRTC/AG

15 5 0 20

Comprehensive
review of the
SACCO
Societies Act in
line with the
provisions of
the constitution

Sacco Societies
Act amended

SDC/KLRC

CoG/SASR
A/AG

l5 5 0 20

Review of Co-
operative Rules
and SACCO
Societies
Regulations

Rules and
Regulations
reviewed

SDC/KLRC
/AG

0 3 2 5

55



POLICY
OBJECTIVE

POLICY
TARGET

STRATEGIES INDICATORS ACTORS
TIME FRAME

in years

COST
KSHS.

(Million)

Formulation of
county specitic
regulations in
line with the

national policy

Regulations/Rul
es in place

KLRC/
COUNTY
GVTS/AG

0 2 0 2

Develop a

regulatory
framewor
k for non-
financial
co-
operative
societies

Formulate
Regulations to
regulate non-
financial Co-
operative
Societies

Non-Financial
Co-operative
regulations
developed

SDC/KLRC
/ COUNTY
GVTS/AG/
NT

0 -) 2 5

Develop
legal
framewor
kto
enhance
financial
deepening
through

Develop
regulations to
facilitate inter
borrowing
among co-
operative
societies

Regulations
developed

SDC/KLRC
/ COUNTY
GVTS/AG/
NT

0 -) 2 5

Develop Regulations SDC/CMA/ 0 2 3 5
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